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AGENDA | TEM

Hone heal th: assessing paynent adequacy and updating
paynents -- Sharon Cheng

M5. CHENG In this presentation I'll review our evidence
and di scuss sone new information in response to questions that
you raised at our Decenber neeting. | hope that |I've addressed
your concerns in the draft chapter and the materials that we'l|l
di scuss today. 1'Il start nmy presentation with a new
recommendati on for your consideration in addition to the
recommendati on that we discussed at the past neeting.

The idea of two recommendations is a pretty inportant one
here because | think we will find that we have two issues on the
table. One, is there enough noney in the systemto adequately
cover the cost of providing care to Medicare beneficiaries? And
two, are the structures of the paynent system maki ng sone
eligible beneficiaries less financially attractive than others
and possibly creating access probl ens?

| think we could find that there is enough noney in the
system but at the same tine certain types of beneficiaries are
less financially attractive than others.

"1l start with the context for our recomendati ons.

Current law is market basket minus 0.8 percent to be inpl enented
on January 1st, 2005. Spending in 2003 for this benefit was $10
billion. The Congressional Budget Ofice projects that hone
heal th spending will grow 17.7 percent in 2004 and continue to
grow at an average annual rate of 14 percent from 2005 to 2009
driven by continued growth in vol une.

Anot her part of the context for making reconmendations in
this benefit is that the definition of this benefit is not clear.
The benefit is not clear because it's not bound neatly by the
coverage described in statute. By statute, the purpose of the
Medi care honme health benefit nust be the sanme as the general
pur pose of all services covered by the Medicare program the

di agnosis or nedically necessary treatnment of illness or injury
over a spell of illness.

However, precisely how the concepts of nedical necessity and
spell of illness pertain to hone health care is less clear for
this service than it is for others. In honme health there are no

definitive clinical practice standards to determ ne what
treatnments are necessary and for what kinds of patients they are
appropriate. And the anount of service covered by the hone
health benefit for those who are eligible is fairly broad. It
includes the skilled services necessary to treat patients,
nursing and therapy, as well as ancillary, non-skilled or non-
medi cal services that are necessary in conjunction with those
skilled services to maintain the patient's health or facilitate
their treatnent.

However, unli ke other services where the range of services
is fairly broad, there is no explicit spell of illness for which
Medi care coverage applies. Instead, coverage relies on eligible



criteria, whether a beneficiary is honebound, has a nedi cal
necessity for care, and needs care on an intermttent or part-
time basis. However, here too the definitions of honebound and
medi cal necessity are not explicit. Coverage decisions are nmade
on a case-by-case basis by internediaries who do not have
clinical guidelines nor precise definitions of the criteriato
work from So as a part of the context for our discussion we're
going to have a certain anount of ambiguity.

At our past neeting ny presentation and materials were
focused on aggregate neasures, especially cost and beneficiary
access. However, aggregate paynents may be greater than
aggregate costs and many beneficiaries may have access while the
structures of the prospective paynent system i nappropriately
encourage providers to serve sonme types of beneficiaries and
di scourage the services of others. The decline in use from 1996
to 2007 certainly suggests that we should be on the | ookout for
structural issues. The changes that were made in the md '90s
were intended to reduce spending and use of the benefit but not
to exclude any group of eligible beneficiaries.

We al so have evidence that there was a di sproportionate
decline in use anpbng sone types of beneficiaries. If sone types
of eligible beneficiaries have been excluded fromthe benefit
because of the structure of the paynment systemthen the system
needs structural change and we should be on a track to | ook at
whet her there should be structural change.

We al ready know that three factors interacted to precipitate
the decline in use. The Secretary initiated Operation Restore
Trust in an effort to reduce fraud and abuse. It pronpted the
i nvoluntary cl osure of hundreds of agencies that were not in
conpliance with the programis integrity standards and established
civil liabilities for physicians who know ngly falsely certified
the eligibility of a beneficiary. Through the investigations in
Operation Restore Trust the Secretary found that fraud and abuse
was not uncommon during the peak years of use.

Changing eligibility also had an inpact on use. In 1997,
the BBA clarified the acceptable frequency of visits and renoved
the drawi ng of blood as a qualifying service. Agencies reported
that changing those eligibility criteria to exclude the draw ng
of bl ood decreased the nunber of users significantly in at |east
six high-use states. By defining the termpart-tine or
intermttent the BBA narrowed its coverage of very frequent or
nearly full-tinme care.

Changes in the paynent structure also contributed to the
decline. Wen Congress changed the law in BBA '97 and HCFA and
CVB i npl enent ed t hose changes the new structures changes favored
short-termrecovery care over |ong-term maintenance care. The
paynment system gi ves a heavi er wei ght and hence hi gher pay to
provi ding therapy as conpared to skilled nursing or aide service
and is neutral towards the presence of a caregiver in the hone.

Though decreasi ng use through reducing fraud and abuse or
decline in use that followed a change in eligibility would not be
cause for alarm we should not be sangui ne about the 1996 to 2000
decl i ne because structural change may have made sone
beneficiaries less financially attractive which could have



i npeded their access to care. MdPAC conducted two studies to
determ ne whether the general decline in use was acconpani ed by

t he exclusion of certain types of beneficiaries. In both of our
studi es we focused on the characteristics of beneficiaries in
1996 as the peak year and then conpared themto beneficiaries who
used hone health after the | arge decline in use.

In our first study we could not identify a particular type
of beneficiary that had been excluded fromthe benefit. Rather,
al nost every type of beneficiary used home health care in 1996
and to sone extent still used hone care in 2001. So instead we
| ooked at the |ikelihood of beneficiaries using home health care
and then conpared it to the likelihood of simlar beneficiaries
using the benefit in 2001. Wat we found was that those with a
cl ear need for the benefit, which is to say that nany or nost
beneficiaries of that type used honme health care in '96, those
types of beneficiaries had the snallest decline. Those with a
| ess clear need, which is to say sone of the type of beneficiary
used hone health but nost did not even during the peak years,
that group had the greatest decline.

We found m xed results in our second study. Two types of
patients who may be less financially attractive were not
di sproportionately excluded fromthe honme health benefit during
the period of decline in use. Between 1996 and 2000 the average
age and the |l evel of functional disability of patients increased.
These trends suggest that the older-old and the functionally
limted were still using the benefit after the period of decline.

On the other hand, we found that the proportion of users who
did not have a caregiver fell over this period. That latter
finding is consistent with a decline in the nunber of honme health
aide visits provided by hone health agencies. Because of the
heavi er weight given to therapy and the neutrality of the paynent
systemtoward the presence of a caregiver the types of
beneficiaries who experienced di sproportionate declines may be
those who are less financially attractive.

So is structural change needed? | think that based on the
evi dence we have we have sone m xed signals. Honme health
agenci es may be serving fewer beneficiaries because of changing
eligibility or programintegrity oversight. |If so, then neither
changi ng the base paynment nor the structure of the system would
increase use. Alternatively, they may be avoi di ng sone types of
pati ents because they anticipate a substantial |oss on those
types of patients. Mking a structural change by inproving the
outlier policy may inprove access for this type of beneficiary,
and we are studying the outlier policy.

Anot her expl anation may be that they are avoi ding sone types
of patients because those types are sinply |less profitable than
ot her types. Now every prospective paynent systemis built on
the assunption that sonme patients will be nore profitable than
ot hers, otherwi se we would have a cost-based system But if
subgroups of patients cannot get care or the providers who do
care for them are di sadvantaged by caring for themthen a
structural change woul d be necessary.

So to follow this track, MedPAC will exam ne the structure



of the paynent system W're going to look at the relationship
bet ween case m x and the financial performance of agenci es.

We're going to analyze two | arge denonstrations which broaden the
homebound definition. W're going to extend our analysis of
changes in the characteristics of hone health users, especially
their Medicaid status, their |evel of cognitive inpairnent, and
their behavioral health issues. W're also going to study the
outlier policy.

These additional steps also are necessary. The Ofice of
the Inspector General will continue to nonitor access to care for
beneficiaries follow ng hospitalization. CM should continue the
CAHPS survey as an inportant part of nonitoring all beneficiaries
access to care. And the Secretary should continue efforts to
identify simlar patients across post-acute settings and conpare
their use of care.

So on this track to pursue our concerns about beneficiaries
who nay be less financially attractive we cone to draft
recommendati on one. The Secretary and MedPAC nmust continue to
nmoni tor access to care, the inpact of the paynent system on
patient selection, and the use of services across post-acute care
settings. Because of the exploratory stage of this
recommendation | cannot quantify it's spending inplication and at
this point neither can | quantify the inplications for
beneficiaries and providers.

DR. NEWHOUSE: Sharon, since we're just nonitoring why are
there any spending inplications or beneficiary inplications?
Those inplications would arise if we did sonething based on the
noni t ori ng.

M5. CHENG That's right. W could say none

DR. WAKEFI ELD: | don't recall that we've included
references to MedPAC in other recomendations. |s there a reason
why we feel conpelled to recommend to ourselves here, rather than
just making a recomendation to the Secretary? W assune that
we're going to do this anyway, but why --

MR. HACKBARTH. | think you're right, Mary, so let's drop
the reference to MedPAC. So we'll express our intent in the text
by what we do. Good point.

M5. CHENG On our second track then, we will consider
evi dence regardi ng aggregate paynents and costs. Qur first
factor is beneficiaries' access to care. W found that nost
communi ties have a Medicare-certified honme health agency. 99
percent of all Medicare beneficiaries live in an area that was
served by | east one honme health agency in 2003. Most
beneficiaries can obtain care when they seek it. Nearly 90
percent of beneficiaries surveyed about their experiences in 2000
reported they had little or no problemw th accessi ng hone health
services. That percentage renmai ned essentially the sane in 2001
and 2002. The conprehensi ve geographi c coverage and | ow rate of
access probl ens suggests that access, in the aggregate, for nost
beneficiaries is good.

The next pieces of evidence that relate to whether aggregate
paynents are right are changes in volune. One neasure of vol une
is the nunber of beneficiaries who use hone health. Between 1996
and 2000 you can see the decline in the nunber of users. As tine



passed w t hout maj or changes to the paynment systemthe total
nunber of beneficiaries using the benefit grew for the first tine
in several years between 2001 and 2002. Both the Congressional
Budget Ofice and the O fice of the Actuary at CVS project that
use will continue grow.

MR. HACKBARTH. Sharon, could you say just a little blt nor e
about that? On what basis are OAC and CBO projecting that? Do
you know what their thinking is?

M5. CHENG They have a simlar set of assunptions. They're
not entirely aligned. In CVM5 s nost recent report they noted
t hat changes made to the honmebound definition in one of the nost
recent pieces of legislation could Iead to an increasing
eligibility. They both note that the characteristics of the
Medi care popul ation would | ead to higher use if the rate renai ned

the sane. They also see that there will be a growmh in the
nunber of episodes per beneficiary.
MR. HACKBARTH. | renenber seeing in the early part of your

presentation that CBO s projecting of an average annual increase
in expenditures of 14 percent allowing a little bit for growth in
t he benef|C|ary popul ation and a little bit for updates is in
there. That's |nply|ng a fairly substantial increase in vol une.

M5. CHENG That's right. When we | ook at sone ot her
measures of volune we see volune actually starting to stabilize
in 2001. Between 2001 and the begi nning of 2003, the nunber of
epi sodes per beneficiary remain the sane, visits per episode
decline only 1 percent and the average |ength of stay increased
slightly. Thus, | think that the | ast couple of years suggest
that the historically rapid changes are slowing. W have just
entered this phase of noderate change and we should not try to
extrapol ate too far fromwhat we've seen but it does seemto
suggest that the phase of agencies rapidly reducing the services
they provide within an episode is ending to be replaced by
smal | er changes.

The reduction in the volunme of services was anticipated by
CVB and GAO as the PPS was bei ng devel oped. Both groups stressed
the need to nonitor the quality of care to determ ne whether the
changes were inprovenents in efficiency or stinting on necessary
care. MedPAC worked this summer to |l ook at quality changes. The
work we did with our contractor, Qutcone Concept Systens, is
parallel to the work by the Agency for Heal thcare Research and
Quality in their national health care quality report and to CMS' s
Home Care Conpare.

To get a conplete picture of quality at the agencies and to
be consistent with CM5 and AHRQ we included patients with
Medi care primary payer as well as those with Medicaid. Scoring
out cones for honme health is very new so we don't have nuch of a
context by which to judge what the right score is. However these
scores provide a baseline and all ow conparisons over tine. The
medi an score for this quality index was .0.7 in both peri ods.
The average outcone score rose slightly and the variation
narrowed. Because we used all records for all patients to derive
t hese scores we can conclude that the differences between those
years were real and were not caused by sanpling.

We coul d conclude that quality has remained stable at a good



| evel. For exanple, in 2002 for every clinical and functional

i ndi cator that we | ooked at such as shortage of breath or ability
to nove around, at |east twice as many patients inproved as
declined, and sonetinmes three or four tines as nmany. There was
al so i nprovenent between the two years as the rate of emergent
care and unpl anned hospitalizations declined. However, on sone
measures there is roomto inprove. The nunber of patients who
did inprove as a percentage of those who could inprove was |ess
than 30 percent for five out of 20 neasures in 2002.

The stability of this score has sone inplications for
assessnment of paynment adequacy. There were concerns that as
agenci es reduce the nunber of visits they would cut out visits
that were necessary to achieve quality outconmes. Instead we
observed that the decline in the nunmber of visits is concurrent
with stable adjustable quality.

MR. DeBUSK: Overall, the prospective paynment system for
home health is this real successful? |Is that the general opinion
that the QASI S assessnent systemand all this?

M5. CHENG | think there are a | ot of people who are still
| ooking at this. W're only three years into the system and as
far as data we're maybe one or two years into the system So |
guess |'d rather call nost people's opinions tentative than
concl usi ve.

The next piece of evidence that we consider are costs over
the com ng year. The market basket for honme health for 2005 is
3.3, and that narket basket reflects the increases prices of
transportation, nursing wages, and other inputs that affect the
cost of providing an episode of care. Even though input prices
have been rising over the past several years, the cost of
produci ng an epi sode has fallen recently and there is no evidence
t hat appears to suggest that costs increase.

We cannot di sentangle the separate inpacts of changi ng
product of productivity, but we have estimates of their conbined
effect. Cost per episode fell 16 percent from 1999 to 2001 as
t he nunber of visits per episode was reduced by half. The rate
of decline in the nunber of visits per episode continue at a nuch
sl ower pace fromto 2001 to 2002 but our 2002 sanple of cost
reports indicates that costs per episode continue to decline at 1
percent between those two years. Over the com ng year we expect
t he sl ow changes to continue and do not expect costs to rise.

MR. HACKBARTH: Let ne just make sure | understand the |ast
part. Last year when we were naking this decision we just had a
partial year, 2001, partial sanple of the 2001 cost reports which
was a problemthat we struggled with. So now we have the ful
year of 2001 and part of 2002?

M5. CHENG Right.

MR. HACKBARTH. And when you | ook at the actual costs
reported there there was a decline in costs per case from'01 to
‘027

M5. CHENG That's right. 1It's only one year.

DR. WOLTER: | had a question on this point too, because
al so in the body of the paper you tal k about increased
productivity. But |I'mwondering if it's possible that the
patient popul ation or the product change is nore the driver of



the cost inprovenents as opposed to productivity in the
traditional sense.

M5. CHENG  Absolutely. That's why in this setting |
haven't tried to pull apart product change and estinate that and
then productivity and try to estimate that. Wat |'d rather do
is just go with what | can observe and say sone it's been product
change and sone of it's been productivity.

DR. NELSON: Kind of on this point because it has to do with
product change. Sharon, first would it be useful to have sone
conpari son between the kinds of services that are provided by an
agency to their comercial business as conpared to their Medicare
busi ness? For exanple, are sonme entities excluding certain
Medi care patients fromtheir services? It mght be that they
will provide IV antibiotic therapy at honme for their comrercia
busi ness but not for their Medicare business because of
di fferences in paynent.

And are agenci es accepting comercial business with
di fferent paynent policies than the PPS? 1Is there still a |lot of
t heir business, their comrercial business, based on fee-for-
service?

| think it would be really useful for us to use the private
sector as sone conparison to reassure ourselves that Medicare
paynent policies are appropriate. 1|s conmercial business a big
part of nobst agencies? Are there sone agencies that don't accept
any Medi care busi ness because they have anpl e comerci al
business? And is the nenu of services different depending on the
payer ?

M5. CHENG W can give that a shot. One of the things that
woul d make that difficult would be trying to find a group of
patients on the private side that were conparable to the Medicare
patients without -- we're not going to have a nice case m x
adj uster over for our private group. W do know that hone health
-- Medicare is built on a nedical nodel of home health care and a
ot of the private services are hone care. So while there's
certainly a nedical conponent, there are nore hone care
conponents, |ight housekeeping, neal prep, that are going to be
mxed in. So you're going to have a little bit of apples and
oranges in trying to conpare those two groups, but we can see
what's out there to neasure those two groups.

DR. NEWHOUSE: Would we have any information about agencies
that don't take Medicare patients?

M5. CHENG | don't know where we'd get it right off the top
of ny head.

M5. DePARLE: O herwi se all you have is who's a Medicare-
certified hone health agency, who participates in the Medicare
program Those nunbers are hard enough, as you point out in the
chapter, about how many are there, and how nuch changes there
have been since the BBA. That's very hard to pin down. But
think the trade associ ations woul d have sone sense of it maybe.

M5. CHENG  The next factor in our framework is a conparison
of Medicare's paynents and costs. |n nodeling 2004 paynents and
costs we incorporate policy changes that would into effect
bet ween the year of our npbst recent data, 2001, and our target
year, 2004, as well as those scheduled to be in effect for 2005.



For the honme health sector the 2004 estinmate includes al
aspects of current law including a decrease in the base rate
that's schedul ed for April 2004 of 0.8 percent. Qur nodel
generates a current aggregate margin of 16.8 in 2004, a slight
i mprovenent since the first full year of PPS. This margin
suggests that the paynents are greater than the costs of caring
for Medicare beneficiaries. The distribution of margins from
2001, our base year, indicated that 80 percent of agencies had
positive margi ns and agencies with positive nmargins provided 82
percent of all episodes to beneficiaries.

M5. BURKE: Could | ask a question on that? | went back to
the chapter because | didn't renmenber seeing it so | don't think
it's there. You can go to the next slide where you have
reflected the variation between hospital-based and freestandi ng
on a variety of issues. Wuat we don't see are the margin
differences. W see total nmargins for total delivery but not for
freestanding as conpared to hospital -based. Do we have that
dat a? M5. CHENG W do. Qur nargins are based on a conplete
set of freestanding agencies' cost reports. Wen we | ooked at
cost reports from hospital -based hone health agencies we
estimated a margin around 3 percent.

M5. BURKE: | think that needs to be reflected in the text
unl ess there's a conpelling reason not to.

MR. HACKBARTH. Here again we have our usual issues about
what does that mean and how the costs are allocated between --

M5. BURKE: Right, but if we're going to array all these
ot her data points, case mx, visits, rural as a percent, then
t hi nk we ought -- because the issue will cone up and has cone up
that in fact the margins are different. | don't know what it
tells us froma policy perspective but it is areality and it is
a data point, if we're going to reflect the others.

DR. NEWHOUSE: | think the inplication of this is that in
fact it may be an accounting difference. | took the thrust of
the argunent in the chapter to be on other neasures than the
accounting neasures they don't seemto be that different or we
don't see why they can't be as costly. That was what | thought
the inplication was, or the argunment was.

M5. BURKE: Certainly the case m x appears to be simlar
al t hough freestandi ng seened to be higher. Episodes, rural
they're predom nantly -- the hospital -based are predom nantly
rural. There's a variance there and there's certainly a variance
internms of --

DR. NEWHOUSE: But let nme put it another way, you couldn't
use these nmeasures to account for a big difference in margins.

M5. BURKE: | agree. M/ only point is it is a factor.
don't know what it really nmeans nor that we should do anything
about it. But to state that the absolute of the margins are 16
percent when in fact -- and you do correctly, and | appreciate
this, state that that is based on the freestanding -- | think the
obvi ous question that arises is, all right, what is it for the
ot her 30 percent?

MR. HACKBARTH: | agree with that, so let's put it in and
then, along the lines of what Joe was just saying, it's not
evident fromdata |ike these --



M5. BURKE: Wiy there's a difference.

DR MLLER Can | just nake one conment on this?
apol ogi ze. \What drove this whole thrust of the analysis were a
set of questions we got here in Decenber, and this conparison and
all of that. | think our feeling about this, and | know there is
frustration with this issue and we feel it as well. Qur feeling
about this is that using the hospital -based margins fromthe cost
reports we get fromthe hospital are very m sl eadi ng.

M5. BURKE: | understand.

DR MLLER So we did this nostly to nmake the point of they
could very well be msleading. Sone of my reservations in
listening to this is, if we're going to get into the regul ar
process of saying, this is what the hospital-based hone health
margin is, | think that's going to be -- | don't knowif that's
sonmet hing we want to do. The whole reason we do the all-of-

Medi care margin i s because we don't believe the pieces of it.

M5. BURKE: |'msensitive to that and | appreciate that
there are huge issues with these nunbers, not the | east of which
is the hospital cost report and how one all ocates costs and al
the other issues that are part of the whol e debate about how one
considers margins. But ny concern, Mark, is that in this
instance we affirmatively state a margin for freestanding. W

have one-third of the agencies are not freestanding. It begs the
guestion, having stated affirmatively it is a margin for the
freestanding, what's the margin for the not? | know it brings

all those other issues and |I'm happy to have it footnoted,
caveated, that the nunber is dog exhaust.

But the point is, it may not tell us anything about how real
the nunber is, or that we ought to do anything about it, but I
think to not state it |eaves a question.

MR. HACKBARTH: | agree with Sheila. | think in ternms of
havi ng our reports, coherent, understandable, | think this adds
tothem It's a question. [It's an obvious question. |It's been
asked by conm ssioners. It's been asked by other people. Rather
than pretending it doesn't exist, we're better off addressing it
explicitly. Saying, here's the nunber --

M5. BURKE: And say the nunber is not a nunber we're

confortable as really -- we can fully identify as being accurate
based on the issues that arise because of cost reports and
hospi tal - based activities. | personally amnot prepared to --

" mnot asking you to do it so that | can then next tine say,

see, we ought to have done sonething for the hospital-based.

know you're fearful of that for good reason. Having stated a
nunber, the nunber is a discrepancy, people say, okay, what's the
story here? But | think not to state it |eaves the question out
t here.

DR. NEWHOUSE: | have an alternative proposal, that we state
it but we state a range that goes up to sonething around -- then
the freestanding, with the argunent that based on these data if
one had sonme nunbers that didn't include the arbitrary
all ocations a truer measure mght be this. The case mx is
actually greater in the freestandi ng, which woul d suggest that,
if anything, the hospital margins m ght be greater than the
freest andi ngs.



M5. BURKE: Right; one would think.

DR. REI SCHAUER: But doesn't that depend on what the paynent
is versus the case m x? The profit margin maybe is larger for
sinpler things than for nore conpl ex things.

DR. NEWHOUSE: But |I'm assuming the case mx is calibrated
to approxinmate the cost or at |east on average is unbiased in

these two entities. It may not be but that's why | wanted a
range. There's a lot of uncertainty here, statistical. Just to
put a point estinmate of whatever it is, mnus three or plus three
for the hospital -based seens to ne to be -- to really m sl ead.

It seens to me a way to get around that is put in a range.

M5. BURKE: So, Joe, let nme nake sure | understand your
proposal. Are you proposing that for hospital-based we give a
range of, whatever the range is, zero to three or whatever is,
and for the freestandings, simlarly, we state a range that's X
to 167

DR. NEWHOUSE: Not the freestanding. Here's the argunent.
The argunent is that we have a nunber we nore rather than | ess
believe for the freestanding. W have a nunber for the hospital-
based that we don't believe, so if we just put in a nunber we
woul d basically say, here's the nunber but here's why we don't
bel i eve you should attach any reality to this nunber, which seens
like a strange way to go. Instead of that, if we're going to put
in a nunber then say, but we think a better nunmber than this
nunber is sonething that approximtes the freestandi ng nunber.

M5. BURKE: On what basis do we say that?

DR. NEWHOUSE: That's what | read as the thrust of the
argunment or the inplication of these nunbers.

MR SMTH  No, the inplication of these nunbers is the one
that Sheila is suggesting, that we don't trust the hospital
nunber but given the cost reports it is the nunber we have. W
are confortable with the freestandi ng nunber.

DR. NEWHOUSE: The difference is both of these agencies are
providing a service out in the home. The chapter nakes that
point so there's no particular reason why costs should differ
bet ween hospital -based and freestandi ng agenci es other than these
ki nd of factors.

DR REISCHAUER But let's imagine that 0.3 or three
actually was the right nunber for hospitals and we have this
freestanding entity that can do it a lot nore efficiently. W
woul d not argue that we should pay inefficient providers unless
there's sone particular reason why this needed to be perforned in
a hospital, which it isn't being perfornmed in anyway.

DR. NEWHOUSE: That's also true. But the problem-- we
encountered the same thing on the SNF side. So if we're going to
mai ntain --

DR. REI SCHAUER  But sonetinmes they're inbedded --

DR. NEWHOUSE: But there the site of service is the hospital

in nost cases. But still the general burden of the argunent is
that the cost nunmber -- when you're allocating joint costs, costs
don't -- what costs are we after? Are we after increnental costs

of home health agency to the hospital? That's not the nunber
we're reporting.
DR. REI SCHAUER But | can make a case for why hospital -



based hone health woul d be nore expensive because the | abor
agreenent for nurses was part of a larger structure, the
adm ni strative structure was nore conplex and it's just a | ess

efficient way of providing sonmething. |It's interesting but it
shoul d drive our paynent policy.
DR WOLTER: | would just say, it's kind of the eye of the

behol der. You could also | ook at this data and say that since

hospi t al - based have nany nore rural agencies, they're | ower

vol une and therefore the overhead is higher per beneficiary

| eading to | ower margins. You could choose to nake many

di fferent argunents, but | think Sheila nakes a good point. W
put the nunber in. W don't really know what the real answers

are today. But over tine we probably due need to address what

sone of the differences are.

MR. HACKBARTH. We do di saggregate the data el sewhere, urban
versus rural, and there's not a big difference as | recall on an
urban-rural basis. So that wouldn't explain --

M5. BURKE: There is on vol une.

MR. HACKBARTH. Volune is the nore inportant predictor. But
even then the | owest volune are still not as |ow as 3 percent.

M5. CHENG No, they're 12.

M5. BURKE: But you could imagine transportation -- | mean,
there are a ot of issues that presumably one experiences in a
heavily |l oaded rural -- | don't know. | mean | don't know why
they're different and | don't pretend to believe that they're
necessarily accurate.

MR. HACKBARTH: So that's where |I'd like to | eave this. |
t hink that we ought to include the data. W ought to explain why
we're not sure that it's an accurate nunber. |In addition to
that, | would like to see us to nake Bob's point that even if it
were an accurate nunber it shouldn't necessarily drive paynent
decisions. So those are the basic points to include.

M5. CHENG Wthin this context then using the evidence that
we've reviewed | think we cone to this conclusion on our second
track. Congress should elimnate the update to paynent rates for
honme heal th services for 2005. This recomendati on woul d reduce
spending by $200 mllion to $600 million over one year and by $1
billion to $5 billion over five years conpared to current |aw
We believe that the adequacy of paynents in the current year and
over the comng year in the aggregate suggest that there wll be
no major inplications for beneficiaries or providers.

Wth that 1'd like to close ny presentation and turn it over
for discussion.

MR. HACKBARTH: Any ot her questions or comments?

| have a question and | guess it relates nost to the earlier
recommendat i on about nonitoring and expressing concern about
particul ar types of patients. | need sone help renmenbering how
the case mx systemworks. As | recall fromthe text, you say
that patients with | ess well-defined needs may be | ess attractive
financially because the systemisn't adjusting for factors |ike
their functional status and cognitive state. Did | renenber that
correctly?

M5. CHENG  Actually, their functional status is a pretty
big part of the case m x adjuster, but their cognitive status,



behavi oral health issues are not a big part of the case mx. So
if those nake the patient less financially attractive they' re not
a big part of the paynent.

MR. HACKBARTH. What was the thinking behind the decision to
exclude factors like that fromthe case nmakes adjustnent? As a
layman it seens |ike they may well affect the cost of caring for
t hese patients.

M5. CHENG | think that part of the issue when they were
designing the case mx is that they were trying to build a case
m x adjuster that was intuitive for the clinical practitioners in
the field, and especially for sone of the cognitive problens and
for sone of the behavioral problens there was a feeling that sone
of the practitioners weren't as confident about their ability to
adequately assess a patient in the honme. A PT nmay be nmuch nore
confortable with his or her ability to determ ne whether the
patient has the ability to nove around rather than a cognitive
inmpairnment. So part of that was, what was the consensus anong
practitioners in the field that they could really neasure, that
t hey coul d understand the care path for, and that would be an
intuitive case mxer. So there were issues with sone of those
neasur es.

M5. RAPHAEL: Just to add to that, | think the other part of
it was thinking about tasks that you coul d sonmehow concretize and
capture and a rehab interaction is easier to capture.

Now | think | made this point and | think it's inportant and
peopl e shoul d understand this, you could have a | ower case mx in
the systemtoday and consunme nore resources. It's very, very
possi bl e and quite comon, because if you have cognitive
inmpairnments, if you don't have a caregiver, then you have to put
in nore service units although the case m x doesn't capture that
and you don't get paid for those additional units of service.
That's why it is also possible that if you' re in a market where
you have hi gher demand than supply you could be choosing the
cases where the case m x index better captures and rewards you
for the provision of service.

So | think that is inmportant to understand in all of this
and it's why | support the need and amvery glad to see it's
reflected here today, the need to nonitor access, the need to
really step back, which is entirely appropriate. Wen we put in
this prospective paynent system we wel| understood that we were
changi ng sone of the incentives here and that we had to cone back
and nodified it as we saw it inplenented. So |I think those areas
really need to be focused on.

The other point that | wanted to make is that, | guess this
is building on something that Nick said, | don't know where we
are on quality. | would not nove to say that quality is stable,

because | don't think we're caring for the sanme patient group
today that we cared for in 1999. So, yes, maybe
rehospitalization, unplanned rehospitalization and energent care
has gone down, but that may wel| be because the nunber of
congestive heart failure and COPD patients have dropped very
dramatically, so therefore you' re not getting the sane
rehospitalization rates.

So I"'mjust not as confortable saying that quality is



stable. | don't know that it hasn't inproved or that it's
stabilized or it's decreased. | just don't think we know enough
at this point because it's very nuch tied to the change in
product and the change in the patients that we're currently

seei ng.

DR RONE: Carol, it's very interesting about the
i nperfections in the financing with respect to the resource needs
per patient, but let nme see if | can follow the | ogic because |I'm
not sure | get to the same place you do.

If the conditions that are required for your scenario are
t hat demand exceeds supply, let's say there are 120 Medicare
beneficiaries and resources to take care of 100 of them and what
you're saying is that if the paynments are such that people are
going to differentially avoid patients with denmentia or sonething
because they're going to get paid |l ess then what we're going to
have is 20 patients with denentia who didn't get into home health
and that's going to be a subset that's easily defined.

But if that's not the case and if paynent system were
perfect across all diagnoses you're still going to have 20
patients who are Medi care beneficiaries who aren't going to get
treated because the defining condition is demand exceeds, supply.
You can only take care of 100. But instead of all having
Al zheiner's they're going to have a variety of things. How are
we better off?

So it seens to nme that, yes, it's true that certain
subgroups woul d be differentially disadvantaged but for any given
patient it's that given patient. And the answer is that if
demand exceeds supply then we shoul d change paynents or sonething
in order to try to get a stimulus to get nore supply.

DR RElI SCHAUER: But there's one for condition, and that is
for the denentia patients you have to be |osing noney if you take
t hem on, not just nmaking | ess noney than you would if you took on
sonebody el se. Then there's another question which you' d have to
ask under your scenario is, what keeps this industry from
expanding, if there is excess demand, when there's a 16.8 percent
mar gi n here on average?

DR. NEWHOUSE: On Medi care

M5. RAPHAEL: That's a good question, why isn't there nore
entrants into the industry with this kind of margin? | think
that is a good question. | would answer your question that |
woul d i ncrease ny supply because it then would be worthwhile for
me to perhaps pay nore, et cetera.

DR. NELSON: Help ne, Sharon, and perhaps Carol, so | don't
clinb up a wong tree here. 1s there any substantial risk of
havi ng paynment policy create a two-tier systemin which Mdicare
patients get a substantially inferior level of care in their
tier? O is Medicare such a dom nant payer within the hone care
industry that that's not a concern? M comments were directed
t owar d whet her Medicare is being disadvantaged in conpetition
with private business. | really don't know. | don't know
whet her the risk of a two-tier systemis worrisone or not.

MR. HACKBARTH. On these facts, | don't think you woul d be
worried about that. It's the Medicaid patient maybe that you
woul d be worried about. But Medicare is paying well.



DR. NELSON: Medicare is just fine?

M5. CHENG In the financial analysts' papers they routinely
note that Medicare is the highest margin payer in the industry.

DR. NELSON: Good. Thank you.

M5. RAPHAEL: The total nmargins | believe, Sharon, are about
2.3 percent overall for the industry when you put the payers
together. The nost difficult subset are the dually eligibles or
the Medicaid patients who tend to fit nore into the conpl ex case
or the need for supportive care categories.

DR. NEWHOUSE: | want to go back to the issue on margi ns by
line of business at the hospital. Let nme nake an argunent that
we basically don't want to present those nunbers in any of the
products. So let's first say for the sake of argunment that we
want to keep the hospital in business as a multi-product firm
So this is not the hospital that's failing. Then the issue is
either the total margin or what we've called the nost-of-Mdicare
margin. It's not the individual |ines of business. W can and
weekend and shoul d present those nunbers, and do.

Then when we now get to the product Iine we want to say, do
we want to keep the hospital in business as a producer of
what ever, home health, SNF, whatever? Then if anything, the cost
nunbers that would be relevant to that are the reverse of what we
have in reality. That is to say, if you start with the
assunption, which I think is reasonable, that the inpatient
service is the service that's there first and these other
services either are there or not there given that the inpatient
service is there. Then the issue really is how nmuch does it cost
the hospital to add this extra service at sonme scal e of business?

Under those assunptions you would allocate the joint cost to
the inpatient side, and you would say it's just the increnental
cost of adding honme health that we should allocate to hone
health, and SNF, and so on. Now in fact what we've got is
exactly the opposite. The hospital could push in as much of the
joint cost as they can out of the inpatient side. So |I think, as
| say, the individual nunbers are -- when we say we would |ike
the true nunber, there really isn't a true nunber unless you go
to this incremental definition which is far fromwhat we have or
could, | think conceivably get.

Wer eas, the nost-of-Medicare margin | think does have a
meani ng and the total margin has a neaning.

DR. RONE: Are you suggesting that, therefore, for the
different, as you call them the different product I|ines,

i npatient, outpatient, SNF, et cetera, that we not show those
that all?

DR. NEWHOUSE: Yes. | just don't think that -- because it's
inherently arbitrary where you put these joint costs, unless you
want to say, you should basically put them over on inpatient,
which is not anything |ike the nunbers we have.

DR WOLTER: 1'Il try to be brief because we're really not
deciding this issue today | hope. But | would really disagree
wi th that argunent, Joe.

Nunber one, | think each of the of the key to the PPS
systens i s based on a system of averagi ng, but they weren't
designed to be blended together. Even within one system we



currently have DRGs that are quite profitable and sone that
aren't, and there are decisions being nade in terns of strategy
and product |ine devel opnent based on that know edge in the

i ndustry.

Simlarly, we have other reconmendati ons that suggest that
we want different sites of care for the same thing to, roughly
speaki ng, be given the sane paynent. So if we're not even
tracki ng what happens in hospital outpatient, how do we have the
di scussi ons about ASC? | think there are so nany problens with
not charting a course in terns of our framework and phil osophy
that addresses this issue, wherever we go, that we coul d get
ourselves into. But | think there would be many, many reasons to
continue to try to look at the individual PPS system because
that's how they were set up

MR. HACKBARTH. In addition to that, one of the reasons why
| don't think we can just whistle by this one is that the issue
is out there, even if we don't choose to address it. For
exanple, as | understand it, one of the differences between the
industry's margin calculation and ours is that theirs includes
t he hospital -based agencies and they pull down the average with
t hat .

| think we need to talk about this issue in this chapter
this year and if we, for all the reasons that have been
di scussed, are skeptical about those nunmbers, don't think that
even if they were right they would be the appropriate basis for
paynment policy, we need to lay that out. So as opposed to just
saying, it shouldn't be there and we're not going to tal k about
it, we've got to talk about it.

M5. RAPHAEL: | think that's really inportant because the
i ndustry has done its own analysis and its nunbers are quite
different fromthe nunbers that MedPAC has cone up with. | do

think we need to be able to explain what those differences are.
MR. HACKBARTH. We need to nove ahead at this point so do
you want to go to the other recommendation? W' Ill make the
editorial change suggested by Mary. All opposed to this
recommendation raise your hand. Al in favor? Abstentions?
Then on the update recommendation, all opposed? Al in
favor? Abstentions?
kay, thank you, Sharon.



